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Gordon Richardson and I have con s i d e r e d again the s i z e 

of the change i n MLR to be announced tomorrow. We remain 

convinced t h a t i  t should be 2 per cent. 


2. An i n c r e a s e i n MLR i s , of cou r s e , as important as a 

s i g n a l as f o r i t s d i r e c t e f f e c t on other i n t e r e s t r a t e s . A 

major purpose of t h i s change would be to show our d e t e r m i n a t i o n 

to take t i m e l y a c t i o n to c o n t r o l the growth of the money s u p p l y , 

r a t h e r than j u s t wait f o r the markets to c a r r y up r a t e s a g a i n s t 

us, as they almost c e r t a i n l y would i n a few weeks time. 


3. The p r a c t i c a l purpose i s even more important. We need 

to achieve the g i l t s a l e s necessary to fund the borrowing 

requirement t h a t we have i n h e r i t e d . For that purpose, i t i s 

e s s e n t i a l t o avoid the danger of a subsequent f e e l i n g t h a t the 

change i s i n s u f f i c i e n t - as happened w i t h Denis Healey l a s t 

A p r i l . I f that view gained ground i n the markets, a 

s e l f - f u l f i l l i n g e x p e c t a t i o n of f u r t h e r i n c r e a s e s would develop, 

and g i l t s a l e s would f a l t e r i n the meantime. 


k. For t h i s primary purpose, Gordon and I both c o n s i d e r that 

a change of 2 per cent i s e s s e n t i a l . A change of l j per ceht 

would be seen e i t h e r as an attempt to " f i n e - t u n e " where i t i s 

not p o s s i b l e t o do so, or as showing l a c k of r e s o l v e . One per 


/cent would, 
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cent would, of course, be seen as r e p e a t i n g Denis Healey's 

m i s t a k e , and i r r e l e v a n t . 


5. The experience of the l a s t few years has shown the 

importance of r a i s i n g i n t e r e s t r a t e s s u f f i c i e n t l y and i n time. 

The r i s k i s l a r g e l y one-sided s i n c e , i f a l l goes w e l l a f t e r a 

r i s e - w i t h good g i l t s a l e s and maintenance of confidence - i t 

i s always p o s s i b l e to ease back and a l l o w i n t e r e s t r a t e s to 

f a l l somewhat. But i f r a t e s are not r a i s e d s u f f i c i e n t l y i n 

the f i r s t i n s t a n c e , i t w i l l p robably be necessary l a t e r to go 

h i g h e r than would otherwise have been needed: i n the meantime 

the monetary p o s i t i o n would have d e t e r i o r a t e d f u r t h e r . 


6. On the other hand, the d i f f e r e n c e i n the d i r e c t e f f e c t s 
on the economy, ( f o r example, on banks' l e n d i n g l e v e l s and 
c o s t s , uetween a move of 1J per cent and 2 per cent) i s not 
g r e a t . Even b u i l d i n g s o c i e t y l e a d e r s , I understand, w i l l be 
i n f l u e n c e d , when they take t h e i r d e c i s i o n on the changes i n 
mortgage and share r a t e s (probably e a r l y next month) not so 
much by MLR i t s e l f , as by the then l e v e l of money market 
i n t e r e s t r a t e s and by t h e i r e x p e c t a t i o n s about the f u t u r e t r e n d 
of such r a t e s . I t i s indeed p o s s i b l e t h a t a 2 per cent change 
i n MLR would l e a d t o a s m a l l e r i n c r e a s e i n b u i l d i n g s o c i e t y 
r a t e s than a 1] per cent one, s i n c e the former stands a f a r 
g r e a t e r chance of c o n v i n c i n g the markets t h a t s u f f i c i e n t a c t i o n 
has been taken, and t h a t any f u r t h e r s h i f t i n i n t e r e s t r a t e s 
w i l l be downward. 

7. F i n a l l y I doubt whether the d i f f e r e n c e between 2 per cent 
and 1\ per cent w i l l make much d i f f e r e n c e to the Opposition's 
c r i t i c i s m - Denis Healey, f o r what t h a t i s worth, w i l l r e a l i s e 
t h a t he would have had to make the change. On the other hand. 

/ J t h i n k that 
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I t h i n k t h a t , g i v e n our commitment to monetary t a r g e t s , our 

f i r s t use of a monetary p o l i c y instrument should be e f f e c t i v e 

and u n e q u i v o c a l . 


I am sending a copy of t h i s minute to Gordon Richardson. 


(G.H. ) 

|(June, 1979 






SECRET 

l O D O W N I N G S T R E E T 

from //;e Private Secretary 11 June 1979 

The Prime M i n i s t e r has c o n s i d e r e d the 

C h a n c e l l o r o f the Exchequer's minute of 

11 June i n which he r e s t a t e s the case f o r 

i n c r e a s i n g MLR by 2 percentage p o i n t s tomorrow. 

She has noted t h a t the C h a n c e l l o r appears to be 

p l a c i n g r a t h e r more emphasis i n h i s argument 

now on the need to s e l l g i l t s as opposed to 

h o l d i n g back l e n d i n g to the p r i v a t e s e c t o r . 

In her view, h i s p r o p o s a l to i n c r e a s e MLR by 

2% r a t h e r than by \\% i s mistaken. However, 

she i s w i l l i n g t o abide by the C h a n c e l l o r ' s 

and the Governor's judgement on t h i s matter. 


I am sending a copy o f t h i s l e t t e r to 

John B e v e r l y i n the Governor's o f f i c e . 


r . P . ' - A N K E S T E R 

Tony B a t t i s h i l l , Esq. ,

HM Treasury. 



